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OATH OR AFFIRMATION

I, Michael McQuade ] , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Prudentlal Investment Management Services LLC ; B , as

of" : December 31 , 2011 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Basdi fRuce — Wofof JR Dyl

Notary Public o New Jersey Signature
My Commission Expires ,
y April 8, 2016 ___ ChigfFinancial Officer and Comptroller;
€ /CZ»W—’ N
S Not ﬁ Pblic SWORN TO AND SUBSCRIBED BEFOEE ME
;A
This report ** contains (check all applicable boxes): This % day of érﬁ ,20/>7

X (a) Facing Page.

X (b) Statement of Financial Condition.

X (c¢) Statement of Income (Loss).

[J (d) Statement of Changes in Financial Condition.

X (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

X (g) Computation of Net Capital.

X (h) Computation for Determination of Reserve Requlrements Pursuant to Rule 15¢3-3.

X (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

X (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

[0 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

x (d) Statement of Cash Flows.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Prudential Investment
Management Services LLC

Statement of Financial Condition
December 31, 2011

SEC ID No. 8-36540
This report is deemed PUBLIC in accordance with Rule 17a-5(e)(3) under the

Securities Exchange Act of 1934. .
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Report of Independent Auditors

To the Member of
Prudential Investment Management Services LL.C

in our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of Prudential Investment Management Services LLC (the
"Company") at December 31, 2011 in conformity with accounting principles generally accepted in
the United States of America. This financial statement is the responsibility of the Company’s
management. Our responsibility is o express an opinion on this financial statement based on our
audit. We conducted our audit of this statement in accordance with auditing standards generally
accepted in the United States of America, which requires that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement is free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the statement of financial condition, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall statement of financial
condition presentation. We believe that our audit of the statement of financial condition provides
a reasonable basis for our opinion.

The Company is a member of a group of affiliated companies and, as disclosed in Note 4 to the
statement of financial condition, has extensive transactions and relationships with members of the
group. Because of these relationships, it is possible that the terms of these transactions are not
the same as those that would result from transactions among wholly unrelated parties.

/ﬁw@/@?” aMoar @5/4@/@}%

February 29, 2012

PricewaterhouseCoopers LLP, PricewaterhouseCoopers Center, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (813) 286 6000, www.pwe.com/us



Prudential Investment Management Services LLC
Statement of Financial Condition
December 31, 2011

(dollars in thousands)

Assets

Cash and cash equivalents $ 47,182
Cash segregated under federal regulations 13,015
Distribution and service fees and other affiliate receivables 18,084
Management and administrative fees receivable 16,409
Receivable from broker-dealers and clearing organizations 3,122
Receivable from customers , 6
Prepaid expenses and other assets 2,112

Total assets $ 99,930

Liabilities and Member's Equity

Liabilities
Payable to broker-dealers and clearing organizations $ 29,621
Accounts payable, accrued expenses and other Labilities 5,074
Payable to customers 6,099
Income taxes payable to parent 4,467
Deferred income taxes 8.1 10
Total labilities $ 53371

Commitments and contingent labilities (Note 6)

Member's Equity

Contributed capital 32,796
Undistributed earnings 13,763
Total member's equity 46,559
Total liabilities and member's equity $ 99,930

The accompanying notes are an integral part of this financial statement.
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Prudential Investment Management Services LLC

Notes to Statement of Financial Condition
December 31, 2011

(dollars in thousands)

1.

Organization and Nature of Business

Prudential Investment Management Services LLC ("PIMS" or the "Company") is an indirect wholly
owned subsidiary of Prudential Financial, Inc. (“Prudential"). The Company is a registered broker-
dealer subject to the rules and regulations of the Securities and Exchange Commission (“SEC”)
and is a member of the Financial Industry Regulatory Authority, Inc. (“FINRA").

The Company'’s primary business is the distribution of mutual funds to retail investors through third
party financial intermediary firms. The Company also sells various other investment products to
institutional investors including limited partnerships and variable contracts, and distributes
participant-directed group variable annuities and mutual funds to retirement plans.

The Company is also engaged in limited retail selling activities through the offering of various
investment products sponsored by third parties and affiliates for rollover distributions from benefit
plans of clients of Prudential. The Company offers general brokerage services to retail investors.
Investment products offered to customers include, but are not limited to stocks, bonds, mutual
funds and options. With respect to custody and clearing of these customer securities transactions,
except for mutual fund transactions in the Smart Solutions IRA product, the Company introduces
these trades to National Financial Services LLC, who clears them on a fully disclosed basis.

The Company is the distributor of the domestic Prudential Investments family of mutual funds
shares (“Pru Funds”), which have adopted Plans of Distribution pursuant to Rule 12b-1 under the
Investment Company Act of 1940.

The Company also has entered into selling agreements with unaffiliated mutual fund families
whereby the Company receives distribution and service fees and commissions for sales of mutual
fund products to defined contribution retirement plans (“DC Plans”). The Company continues to
clear all mutual fund trades for both proprietary and non-proprietary mutual fund families with
respect to its DC Plans business.

On July 1, 2003, Prudential combined its retail securities brokerage and clearing operations with
those of Wachovia Corporation (“Wachovia”) and formed Wachovia Securities Financial Holding,
LCC (“Wachovia Securities”), a joint venture headquartered in St. Louis, Missouri. On
December 31, 2008 Wachovia merged with and into Wells Fargo & Company (“Wells Fargo”),
which succeeded to Wachovia’s rights and obligations under the joint venture arrangements.

On December 31, 2009, Prudential completed the sale of its joint venture interest in Wachovia
Securities to Wells Fargo.

The joint venture conducted its operations through First Clearing LLC (“First Clearing”) an affiliate
of Wachovia Securities. The Company continues to provide execution, clearance, and other
services to First Clearing, broker-dealer for Wachovia Securities with respect to their mutual fund
wrap account products and programs. In accordance with the terms of the clearing agreement in
force the Company will cease providing execution, clearance, and other services in the first quarter
of 2012.

As more fully described in Note 4, the Company has various agreements with Prudential
companies relating to services of officers and the use of telecommunications, office space,



Prudential Investment Management Services LLC
Notes to Statement of Financial Condition
December 31, 2011

(dollars in thousands)

systems, and equipment. As a result, the agreement terms may not be the same as those that
would result from agreements with unrelated parties.

2. Summary of Significant Accounting Policies

The financial statement has been prepared in accordance with accounting principles generally
accepted in the United States of America (‘US GAAP”). The preparation of the financial statement
in conformity with US GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statement. Actual results could differ from those estimates.

The Company is required by US GAAP to disclose the fair value of certain financial instruments
including those that are not carried at fair value. For the following financial instruments the carrying
amount equals or approximates fair value: cash equivalents, accounts receivable, accounts
payable and federal income tax payable to parent.

The Company defines cash and cash equivalents as cash on hand, amounts due from banks and
from money market mutual funds. Cash and cash equivalents of $47,182 includes $41 ,781 which
represents a $20,863 investment in Prudential sponsored money market mutual fund for which the
Company is the exclusive distributor, and a $20,918 investment in non-proprietary money market
mutual funds. The remaining $5,401 represents amounts on deposit in corporate accounts at
commercial banks. At times, cash on deposit in the commercial bank may be in excess of available
Federal insurance coverage. Cash of $13,015 has been segregated in a special reserve bank
account for the exclusive benefit of customers under Rule 15¢3-3 of the SEC. Money market
mutual fund investments are stated at cost, which approximates fair value.

3. Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations at
December 31, 2011, consist of the following:

Receivable Payable

Broker-dealers and clearing organizations 3 3122 3 16
Management and administrative fees - 24247
Semvice fees - 5,358

& 3122 5 29621




Prudential Investment Management Services LLC
Notes to Statement of Financial Condition
December 31, 2011

(dollars in thousands)

4,

Related Party Transactions

The Company is the clearing broker for the Prudential retirement plan platform DC Plans’ mutual
fund trades.

In 2011, the Company had the following statement of financial condition related party transactions:

Statement of Financial Condition Receivable Payable
Distribution and service fees and other affiliste receivables 5 1,569 & -
Broker-dealers and clearing organizations - 1,067
Accounts payable, accrued expenses and other liabilities - 2,546
5 1,569 3§ 3,613

All services received from and provided to related parties are subject to written agreements.
Subordinated Borrowings and Line of Credit

The Company has a revolving subordinated loan agreement with Prudential Funding

Corporation, LLC (“PFC”), a Prudential company, for $60,000. This agreement expires on July 1,
2014. Borrowings will bear interest at prevailing rates to be agreed upon at the time of the
advance. Borrowings under this agreement are subordinated to the claims of general creditors and
have been approved by FINRA for inclusion in computing net capital pursuant to Rule 15¢3-1 (“net
capital rule”), under the Securities Exchange Act of 1934 (the “Act”). Repayment may be made only
if, after giving effect to such repayment, the Company meets the SEC’s capital requirements
governing the withdrawal of subordinated liabilities.

The Company has an additional $190,000 open-ended line of credit with PFC that is not
subordinated. Borrowings under the line of credit will bear interest at the prevailing Commercial
Paper rate at the time of the advance plus 8 basis points. During the year ended December 31,
2011, the Company borrowed from PFC on three occasions under the line of credit agreement and
repaid the borrowed amount within two days. As of December 31, 2011, there were no loans
outstanding.

Commitments and Contingent Liabilities

In January 2011, a former employee of The Prudential Insurance Company of America notified the
Company that such former employee was asserting wrongful termination, and was seeking
damages, and alleging the Company violated certain federal securities laws and FINRA rules as a
result of its role in the offering or placement of certain medium term notes issued by Prudential
Financial Inc. in 2007, including in responding to his concerns and in terminating his employment in
2010. These allegations and the findings of an outside law firm which was hired to investigate the
FINRA and SEC related allegations were reported to FINRA which took no action. Prudential's
lawyers reviewed the employee's employment-related claims and concluded that his retaliation
allegations could not be corroborated. Nevertheless, to avoid litigation costs a settlement of the
employment-related allegations was negotiated which included certain payments to the employee



Prudential Investment Management Services LLC
Notes to Statement of Financial Condition
December 31, 2011

(dollars in thousands)

and his counsel and a release of all claims against the Company and its affiliates and the matter
was concluded in October 2011.

The Company is subject to legal actions in the ordinary course of its business. Management of the
Company, after consultation with its legal counsel, believes that the ultimate resolution of any
pending litigation matters should not have any material adverse effect on the Company’s statement
of financial condition.

In the normal course of its operations, the Company enters into contracts that contain a variety of
representations and warranties and which provide general indemnifications. The Company’s
maximum exposure under these arrangements is unknown, as this would involve future claims that
may be made against the Company that have not occurred. However, based on experience, the
Company believes the risk of loss, if any, is remote.

7. Regulatory Requirements

The Company is subject to net capital rule of the Act. The Company uses the alternative method of
computing net capital, permitted by the Rule, which requires that the Company maintain minimum
net capital as defined, equal to the greater 6f $250 or 2 percent of aggregate debit balances arising
from customer transactions, as defined. At December 31, 2011, the Company had net capital of
$20,950, which was $20,700 in excess of its required net capital.

The Company is subject to Rule 15¢3-3 of the Act. At December 31, 2011 the Company computed
the reserve requirement for customers and was required to segregate $6,427 in the special reserve
bank account for the exclusive benefit of customers. At December 31, 2011 the amount held on
deposit in the special reserve bank account was $13,015.

8. Income Taxes

In accordance with federal and applicable state tax laws, the Company is treated as a branch of its
single member ultimate owner, Prudential Financial, Inc (Prudential). It is included in the
consolidated federal income tax return and certain consolidated and combined state income tax
returns of Prudential.

Pursuant to the Prudential tax allocation agreement, total federal and state income tax expense or
benefit is determined on a separate company basis. Members with losses record current tax
benefits to the extent such losses are recognized in the consolidated federal tax provisions.
Deferred taxes are generally recognized when assets and liabilities have different values for
financial statement and tax reporting purposes.

The application of U.S. GAAP requires the Company to evaluate the recoverability of deferred tax
assets and establish a valuation allowance if necessary to reduce the deferred tax asset to an
amount that is more likely than not expected to be realized. At December 31, 2011, the Company
has not recorded any deferred tax asset and thus no valuation allowance is established.

The Company does not have any unrecognized tax benefits at December 31, 2011.

In 2011, Prudential reached an agreement with the IRS on examination of the consolidated U.S.
Federal income tax years 2004 through 2006. For the consolidated U.S. Federal income tax years



Prudential Investment Management Services LLC
Notes to Statement of Financial Condition
December 31, 2011

(dollars in thousands)

2007 through 2011, the Company participated in the IRS's Compliance Assurance Program (the
“CAP”). Under CAP, the IRS assigns an examination team to review completed transactions
contemporaneously during these tax years in order to reach agreement with the Company on how
they should be reported in the tax return. If disagreements arise, accelerated resolutions programs
are available to resolve the disagreements in a timely manner before the tax return is filed. Itis
management'’s expectation that this new program will shorten the time period between Prudential’s
filing of its Federal income tax return and the IRS’s completion of its examination of the return.

PHI, the Company’s direct parent, was converted to a branch of Prudential in 2006. PHI and
Prudential are under examination in New Jersey for tax years 2004 through 2006 and 2003 through
2006, respectively. No material changes to the Company’s results are expected as a result of
either examination. :

9. Subsequent Events
The Company has evaluated whether events or transactions have occurred after

December 31, 2011 that would require recognition or disclosure in this statement of financial
condition through the issuance date of this statement of financial condition.



